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EXCUTIVE SUMMARY

le Introduction

This study examined the shelter needs of the five Central American countries
through the year 2000. The purposes of the study were to: (1) determine the amount of
unmet shelter needs that exists in Central America; (2) estimate the investment levels
required to provide basic shelter for all Central Americans who currently are not being
provided or do not currently have adequate housing; and (3) estimate the impact upon
Central American economies of increasing current investment levels for basic shelter.
Having estimated shelter needs within an "order of magnitude” context,. the study may be
considered to be an important first step toward the formulation of a comprehensive and
long range shelter strategy in Central America for the next twenty years - 1980 to 2000
planning period.

Il.  Study Findings

Among the major findings of the "Basic Shelter Needs in Central America, |980-
2000" study are the following:

I. AN AVERAGE INCREASE OF [.6 PERCENT IN THE SHARE OF GROSS5
DOMESTIC PRODUCT (GDP) IN HOUSING WOULD BE SUFFICIENT OVER
THE NEXT TWENTY YEARS TO PROVIDE A BASIC SHELTER UNIT FOR
ALL CENTRAL AMERICANS WHO CURRENTLY ARE NOT BEING PROVID-
ED ADEQUATE HOUSING. (A BASIC SHELTER UNIT IS DEFINED AS
HOUSING THAT CAN OR COULD BE AFFORDABLE WITHOUT SUBSIDIES.)

To fully appreciate the impacts of this finding it is important to understand from
A.l.D.'s standpoint what does an acceptable basic minimal shelter unit mean.

First, it has do with an evolutionary process. It is not possible to provide at the
outset a three bedroom house to everyone. On the other hand, steps can be taken to
improve significantly people's current living conditions, especially if we recognize the
tremendous efforts that many families have had to exert to provide themselves some type
of shelter through informally established channels. That is, these families do not and
cannot not make use of institutions that sell and urbanize land, that build, or that finance
housing. The basic shelter unit is what can be provided beyond what people can secure for
themselves from the so-called informal shelter sector. Typically, this would include clear
title to a lot, basic services such as water and sewage, a very small structure at the
outset or the materials to build a small structure. Families that currently live in marginal
comimunities frequently already have one or several of the above components of a basic
shelter unit. Therefore, it is not necessary that they be provided with all of the basic
shelter unit components. :

From the above we derive a second premise, that is, there is a need to upgrade
existing communities or settlements. It is not necessary in a large segment of what
constitutes the shelter deficit to provide new housing to satisfy family needs. Upgrading
programs can be very low cost from a financial and social standpoint. This may include
legal services for resolving land tenure problems, extension of trunk water and sewer
lines, and loans for the repair and enlargement of existing housing that would contribute
to reduction of the shelter deficit.
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For both new housing and upgrading programs, it will be essential to apply minimum
standards. For example, a 60 square meter lot would be adequate for urban areas. It is
not always necessary to provide water or other basic services to each house when
communal water or other basic services fulfill people's needs. Likewise it is not always
necessary that the building material be concrete or brick when a locally available building
material may be quite adequate.

Finally, through a combination of the three above premises new housing or upgrading
programs can be provided without subsidies in 90% of the cases. Vey few families spend
nothing on their housing no matter how precarious their living situation may be. Those
same expenditures would cover the costs of securing a basic shelter unit of the type
described above. This would permit the development of programs with the resources of
national financial systems, reserving public sector resources for which there are great
demands for priority programs for meeting the needs of the most needy families.

It is upon the four premises cited above that we base this first study finding.

2. OVER THE NEXT FIVE YEARS - 1981-1985 -, THE AVERAGE INVESTMENT
TO PROVIDE AFFORDABLE BASIC SHELTER TO ALL THOSE IN NEED
WOULD AMOUNT TO ABOUT $600-MILLION ANNUALLY FOR THE
CENTRAL AMERICAN REGION. PROJECT YEARLY INVESTMENT LEVELS
WITHIN THE REGION WOULD RANGE FROM ABOUT $60-MILLION EACH
FOR HONDURAS AND NICARAGUA TO NEARLY $100-MILLION FOR EL
SALVADOR, $150-MILLION FOR COSTA RICA, AND $240-MILLION FOR
GUATEMALA.

It would be incorrect to assume that the above figures are precise. Working with
historical data gathered at different dates that are not precise and with very approximate
macroeconomic and demographic projections over a twenty year period it is very difficult
to make very precise estimates for a point in time — e.g. year 2000. However, that has
not been the study objective. It would be a mere coincidence if the real investment levels
for housing in Central America over the next twenty years turned out to be the figures
cited by this study. It would not be surprising that investment levels would be of the
order of magnifude of those cited in this study, if large scale housing programs are
developed.

One cannot use the investment level figures cited as the bases for detailed
programming of financial resources. They may serve as the bases for financial resource
level feasibility studies and studies of economic opportunity costs of efforts to meet basic
shelter needs of Central American countries.

Above all, the investment level and Gross Domestic Product figures are not
quantitative but qualitative. The study findings should serve to convert pessimism to
optimism and indecision in making firm comrmitments to deciiveness for positive action.
Following this study there must be other more detailed studies that address questions not
covered by this one such as: (1) realistic estimates of the supply of land and resources; and
(2) definitive estimates of resources. Furthermore, in the short range future other
assumptions will have to be considered.
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3. EXCEPT FOR THE POOREST 10 PERCENT OF THE CENTRAL AMERICAN
POPULATION, ADEQUATE AND ACCEPTABLE SHELTER COULD BE
PROVIDED FOR ALL AT A COST NOT EXCEEDING WHAT POOR HOUSE-
HOLDS ALREADY NORMALLY SPEND ON SHELTER SERVICES FROM
THEIR CURRENT INCOMES.

4, TO MEET THE REGION'S BASIC SHELTER NEEDS OVER THE NEXT
TWENTY YEARS, SLIGHTLY OVER HALF OF ALL NATIONAL RESOURCES
CURRENTLY SPENT ON HOUSING WILL HAVE TO BE DIRECTED TO THOSE
WHO NOW CANNOT AFFORD BASIC SHELTER AND SERVICES. CURRENT-
LY LESS THAN ONE-THIRD OF HOUSING INVESTMENT IS DEVOTED TO
THE SHELTER NEEDS OF THESE SEGMENTS OF THE POPULATION.
THEREFORE, SUBSTANTIAL SHIFTS IN PRESENT INVESTMENT PATTERNS
FOR HOUSING PROGRAMS WILL HAVE TO BE MADE IN THE REGION TO
ACCOMMODATE THESE BASIC SHELTER NEEDS OVER THE NEXT TWENTY
YEARS.

This study addresses itself to the basic needs for access to a place to live, access to
a potable water source, security of tenure to a piece of land, and to those minimal
considerations of an individual's living space. The emphasis of this study is to address the
need for fulfilling such basic requirements for shelter of all citizens, especially that 70%
or more of the population who, traditionally, have partially or completely not had any
possibility of securing for themselves an acceptable basic minimal shelter unit.

Therefore, the implications are not only the requirement to launch large scale
housing programs, but the need to direct those programs specifically toward meeting the
needs of the majority of those people who have not been served in any fashion by existing
housing programs. From the findings of this study, one concludes that it is possible to
redirect the focus of housing programs without the need to introduce massive subsidies
that would adversely impact upon the allocation of scarce public resources.

It is feasible to finance on a complete cost recovery bases 90% of the effort to meet
the needs identified by this study.

5.  CENTRAL AMERICA'S BASIC SHELTER NEEDS ARE FREDOMINANTLY
URBAN AND MORE SPECIFICALLY METROPOLITAN. AN OVERALL
AVERAGE OF 60 PERCENT OF THE PROJECTED NEED IS IN METRO-
POLITAN, ANOTHER 23 PERCENT IS NON-METROPOLITAN URBAN, AND
ONLY 17 PERCENT IS RURAL.

6 ABOUT TWO-THIRDS OF THE NEEDS FOR THE 1980 TO 2000 PERIOD WILL
BE FOR NEW SHELTER CONSTRUCTION AND ONE-THIRD WILL BE FOR
UPGRADING.

[ll.  Next Step

For the next year or so most available energy will be required to implement existing
low-income projects in most countries, involving sites and services, core hcusing and
upgracing. These "pilot projects": should take on even greater importance in the context
of increasing support for such activities as the "main stream" shelter activities being -
promoted in each country.

\\\



I. INTRODUCTION

Since World War II, population growth rates in the five republics of Central
America - Costa Rica, E1 Salvador, Guatemala, Honduras and Nicaragua - have been
among the highest in the Americas. From 1980 to 2000 the total population of the
region is expected to almost double, from 20 to 36 million.

As a result of rapid population growth traditional ways of life have
changed. The share of people able to make a 1ivelihood from subsistence agriculture
has dwindled from about two-thirds in thirty years. Major urban areas have grown at
an accelerated rate, absorbing the sons and daughters of small farmers and landless
peasants who are compelled to come to the cities to earn a living. The region's
urban population, which has grown from one-fourth of the tutal populace in 1950 fo
40% in 1980, is projected to encompass half the total populace by the end of the
century.

_____ The provision of employment, urban services and housing has lagged far behind
population growth. Overcrowded, deteriorating rooming houses in central cities, squatter
settlements on precarious ravines and river banks, illegal subdivistons in outlying

areas and makeshift semi-rural settlements on the urban periphery bear testimony to
urbanization fueled by demographic and economic forces with 1ittle government guidance
and support. Governments throughout the region face the prospect of continued rapid
urban growth. Effective policies will establish means of meeting the needs of

expanding impoverished segments of the population within available resources.

This report addresses a limited facet of such a pelicy. Its purpose is to._
(1) analyze and project the order of magnitude of the need for invest-
ment in basic shelter for the share of Central America's population whose housing
needs are not fully met under current market conditions; (2) evaluate how much housing
can be purchased for an investment commensurate with need; and _(3) analyze
the appropriate size of an investment matching the need in the macro-
context of the region's economy. The report does not address the detailed effects
and implications ¢f a basic shelter program on the economy, nur does it analyze the
ability of _existing institutions in the five countries to implement such a program
However, the analysis ot need Can bé seen ds a necessary first step ™ =~ ~ 7

toward a more comprehensive and Tong range heusing strategy in Central America

The concept for estimating the order of magnitude of need for basic B
shelter f?llows that used by Anthony A. Churchill in his recent paper Basic Needs in
Shelter.t/ In this paper the concept of basic needs is primarily defined by value
judgments about the desirability of consuming a certain bundle of goods and services
defineg as "basic". Under this concept "basic" can never be defined in an absolute
sense.%/ It further postulates that an explicit recognition of the relativity and
value judgments involved in defining basic needs will help to avoid the futile
pursuit of absolute standards and allow more flexible treatment of the alternatives
gnd.trg?eoffs in the package of goods and services considered to be necessary or

esirable.

Yy Churchill, Anthony A., Basic Needs in Shelter, The World Bank, Urban Project
Department, unpublished, April, 1979

2/ 1bid., p. 1 l
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Applying this concept of basic needs to the bundle of services defined as
shelter, the approach relies on historical experience which shows that adequate
and acceptable shelter solutions can be provided in most developing countries, for
all except perhaps the lowest 10% of the income distribution, at a cost not exceeding
the share of income that poorer households normally spend on shelter services.
Conversely, it demonstrates that lower income groups can and are willing to spend
a sufficient portion of their limited income for secure and sanitary shelter and that
income is rarely the paramount constraint in the provision of adequate shelter.
Given this experience the approach assumes that programs for meeting basic shelter
needs could and should be self-supporting.

Based on these assumptions, the basic needs for shelter can be met
adequately for all but the poorest of the poor. The widespread
lack of acceptable shelter in developing countries can only be explained by the
failure of the supply system. Institutional constraints on the supply of land,
public services and financing as well as excessively high standards have driven the
cost of adequate shelter beyond the reach of a large share of the population.

Following the general approach and findings of Churchill's analysis, the
hypothesis of this study is that the five Central American countries can meet their
basic needs for shelter within the limits of available resources.

Using the best available data and a careful method for comparing demand and
supply information this hypothesis was confirmed by this study. The methodology
as formulated by Abeles & Schwartz consultants collaborating with Office of Heusing
staff, and the results are presented in three main parts:

- Projected need for investment in basic shelter;
- Affordability of basic shelter; and
- Analysis of the investment needed for basic shelter.

THE PROJECTED NEED FOR INVESTMENT IN BASIC SHELTER

Approach

Definitions

This study defines shelter as a cumulative bundle of goods and services that
is needed or desirable for human habitation. It considers these services in a
certain order of presumed importance: {1) security of tenure on a site of minimum
size; (2) a minimum service package for that site, including site preparation, an
adequate system of vehicular and pedestrian access and a water supply and waste
disposal system meeting minimum requirements; (3) a basic unit of minimum size;
(8) service improvements, incluging water, sewer and electric service connections
to the site; (5) bedrooms of minimum size; and (6) fuwrther additions and improve-
ments.

The term basic shelter refers to shelter solutions that can or could be
afforded - without subsidies - by households whose needs for the first five
components of this bundle (excluding only further additions and improvements) are
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not fully served under current market conditions. These households are called the
target group.l/

The target group consists of two segments: (1) the full need segment
comprises those without any shelter plus those who Tive - or will Tive - in
already existing shelter that cannot be upgraded; and (2) the partial need
segment includes all those who [ive - or will 1ive - in already existing shelter

that can be upgraded.

As socio-economic conditions vary geographically by rural, non-metropolitan
urban and metropolitan areas all projections are based on these three categories,

referred to as sectors.

The analysis period of this study covers the remainder of this century.
Five data points marking this period are the calendar years 1980, 1985, 1990, 1995
and 2000.

Since the most recent income and housing census information for the five
Central American countries is for the early or mid-1970's, 1975 was used as the
base year for defining certain variables, such as the relative size of the target
group and the relationships between per capita incomes in the three sectors.

A1l monetary estimates arg expressed in constant 1980 $CA (Central American
pesos). One $CA equals one US$.4/

CRITERIA FOR ESTIMATING TARGET GROJP SIZE

Two criteria served as gquides for estimating the relative size of the target
group in the base year: (1) The share of the entire occupied housing inventory
classified as inadequate, such as rooming houses with shared sanitary facilities
and shacks; and (2) The share of the inventory not classified as inadequate but
lacking a sufficient waste disposal system. An adequate rural waste disposal system
was defined as any system for the exclusive use of the dwelling unit and an urban
system as a flush toilet for the exclusive use of the unit.

In E1 Salvador, Guatemala, Honduras and Nicaragua between 81% and 90% of the
rural homes did not meet these criteria.3/ Only in Costa Rica - as a result of a
large-scale rural latrine program - was it much Tower (64%). In all five countries
between 63% and 71% of the urban dwellings did not meet these criteria in the base
year.

Y It should be noted that this definition of the target group is much broader than
the definition used in Churchill's paper. Churchill estimated order of magnitude
of basic shelter nzeds for the population with household incomes below the poverty
threshold.

2/ The monetary unit $CA is used within the Central American Common Market.
3/ For detailed data see Annax I-B, Note 4a.
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For the purpose of this study the selected criteria are sufficient to indicate
the order of magnitude of the share of the housing inventory occupied by the target
group. Based on the data the relative share of the target group in 1975 was
estimated at 85% of the rural and 70% of the urban population for all five countries.l/

ASSUMPTIONS

The conceptual approach for projecting the target group's need for
basic shelter rests on three main assumptions:

Throughout the analysis period the relative size of the target group is
determined by the real income of its most prosperous households. By definition, the
basic shelter needs of households with higher incomes are presumed to be fully
satisfied. Consequently, the size of the target group increases as its real income
declines and decreases as real income rises. Thus, the average income of the highest
percentile in the target group in the base year (1975) is used as a constant threshold
income for projecting the relative size of the target group through the analysis
period based on real income changes. This threshold income can be estimated based
on available income and income distribution data.

A second assumotion was needed to disaggregate national personal income by
sector as a basis for the projections of effective demand. Available sources barely
suffice for estimating per capita personal income by sector, much less permit
conclusions about shifts in the relationships between the per capita incomes in the
rural, non-metropolitan urban and metropolitan sectors. Therefore, the relationships
among per capita incomes 57 or about the base year was assumed to remain constant
over the analysis period.X

A third agsumption was needed to arrive at a consistent annual distribution
of the need for basic shelter, It was assumed that the full need segment
(those in need of new shelter) during each year consists of the target households
formed during the year plus a constant share (one-twentieth) of the households living
in already existing shelter that cannot be upgraded. Similarly it was assumed that
the partial need segment (those in need of upgrading) in any year consists of one-
twentieth of the households 1iving in shelter presently occupied by the target group
that can be upgraded.

MODEL FOR PROJECTING NEED

The model for projecting need consists of five principal steps:

(1) In accordance with the first two stated assumptions two sets of constant
data are calculated:

- The average household income in the highest percentile of the target
group (threshold income) is estimated for the base year (1975). The

estimates of need for basic shelter investment throughout
the study are limited to households with incomes below this threshold.

l~/If‘ the target group was defined, as in Churchill's paper, as the population below
the poverty threshold and if the World Bank's definition of the relative poverty
threshold (one-third of per capita income) was applied, the relative size of the
target group would be much smaller, amounting to only about one-fifth of the
population

g/It should be noted that this assumption does not affect changes in the relationship

[ I S i L s mmmd a2 2mmnna diva da annmaladbdan ~chs+na
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- Using available household income surveys the relationships between
rural, non-metropolitan urban and metropolitan per capita income
are estimated. As stated, these relationships are assumed to be
constant.

(2) The number of target households in need of new shelter (full need)
and upgrading (partial need) is estimated for each data point. This
step involves the following:

- Based on population and household size forecasts the total number
of households is projected;

- Using national personal income and household projections and the
(constant) relationship between tha per capita incomes in the rural
non-metropolitan urban and metropolitan sector the total personal
income by sector is estimated;

- Using income distribution data the total perscnal income by sector is
disagqregated by decile;

- Based on changes in (real) household income and the estimated income
in the highest percentile of the target group (threshold income) the
relative and absolute size of the target group at each data point is
estimated;

- The number of households in need of new shelter (full need segment) is
estimated for each data point by adding the annual increase within the
target group {new household formation) to the average annual share (one-
twentieth) of the target households 1iving in already existing shelter
that cannot be upgraded;

- The number of households in need of upgrading (partial need segment) is
estimated for each data point by assigning equal annual shares (une-
twentieth) of the target households 1iving in already existing shelter
that can be upgraded.

(3) The average annual amount that target households are expected to be able and
willing to pay for basic shelter is projected for each data point and decile
by applying information on the share of household income available for such
payments.

(4) The average need per decile fer a basic shelter investment is
%a;culated by capitalizing the average housing payment estimated in Step
3); and

(5) The total need for basic shelter investment is calculated as the sum of
the products of the average need per decile and the number of target
households in each decile.

DATA SOURCES

Annex I presents the methodology for data selection as well as a complete,
annotated 1ist of the selected data and sources on which the projections are based.

To ascertain the most reliable and credible information the UN Departrent of
International Economic and Social Affairs and the World Bank were consulted to obtain
their most recent demographic projections and national accounts data. During one-week
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field visits to each of the five countries this information was presented to knowledge-
able government officials for review and comment. Depending on the comments obtained
during the field visits the pre-selected data were replaced by alternative sourcesor
confirmed.

PRINCIPAL DATA ISSUES

The two main issues associated with the selected information are the reliability
of existing income distribution data and the difficulty of projecting national income
growth,

Income Distribution Data

The most recent, carefully designed and documented survey uf hgyseho1d income
was conducted by the Government of E1 Salvador between 1976 and 1377.& The last
survey for Costa Rica was conducted by a University team in 1971.2/ While these two
sources inspire some confidence in the relevance and accuracy of their findings, the
best available sources for Guatemala and Honduras are unquestionably outdated. More-
over, the scope of the last survey for Guatemala was limited to some urban areas.

Information on the income distribution in Nicaragua is the most fragmentary
in Central America. The best available source is a 1977 elaboration of diverse
sources by the then National Housing Bank.

Since the projections of need for basic shelter in this study are
based on macroeconomic aggregate national income growth projections, national personal
income estimates based on the household income surveys and population data for the
yeer preceding each survey were compared to the corresponding reported national income
aggregates. Details of this comparison are presented in the Annex.3

National personal income based on macroeconomic data was found to exceed the
estimate of aggregate personal income based on income surveys by 16% in E1 Salvador,
20% in Costa Rica and Guatemala and 30% in Honduras.}/ This analysis suggests that
between one-sixth and one-third of household income was not reported in the household
surveys. Quite possibly,underreporting is highest in the highest income groups. Thus,
the actual income distribution during the survey years used for this study may have
been considerably more uneven or skewed than the distribution shown by the data.

Even if the income distribution information accurately reflected conditions at
the time of the survey, it does not support the assumption that the distribution of
income has remained unchanged, particularly if the last survey is more than a decade
old. Indeed, there is evidence that in some countries the distribution became more
uneven during the 1970's. -

Y k19

.

3/

=" Annex I-B, Note 2

4 The household income data for Nicaragua do not permit this analysis.
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Evidence presented for Nicaragua in a recent report by the United Nations
Economic Commission for Latin America (CEPAL) shows that the average real salary
income in Nicaragua declined between 1970 and 1975 by 14%.1/

The only systematic study of changes in income distribution in Central
America was conducted in Costg Rica by the University of Costa Rica, School of
Economic and Social Sciences.2/ Comparing the income surveys of 1961 and 1971 in
the light of an official government policy of achieving a more equitable income
distribution, the stu’y concluded that simply maintaining the existing distributions
would itself be an ac .ievement.

Despite the questions raised the information on income distribution was the
best available source for the projections in this study. The sensitivity of the
need for basic shelter to future ciianges in the income distribution was o
tested by applying alternative sets of projections of the share of the national
income to be earned by the target group.

NATIONAL INCOME GROWTH PROJECTIONS

Since national income cannot be projected with the same confidence as
population growth and because of the questions previously raised about income
distribution, this study tested the sensitivity of the need for basic shelter
for three alternative national income growth scenarios:

(1) The scenario for a high growth rate of national personal income 1s
based on the future average Gross Domestic Product (GDP) growth rates
estimated by World Bank country economists.3/

The assumption underlying this scenario is that GDP will grow at these
rates, that the income distribution will not change and, therefore,
that the target group will continue receiving the same relative share
of a growing pie.%/

(2) The scenario for a low growth rate of national personal income is based
on one-half the growth rates of the first scenario. It would apply in
two cases: (a) national income grows as projected for the first scenario
but the relative share earned by the target group declines sharply; and
(b) Gross Domestic Product grows at a much slower pace and the distribution
of income remains unchanged.

(3) The third alternative - termed a "break-even" scenario - falls somewhere
between the high and low growth scenarios. It is defined as the amount of
growth in national personal income needed to maintain the estimated current
per capita income levels in the rural, non-metropolitan urban and
metropolitan sector. It was calculated on the basis of the (constant)
relationships between rural, non-metropolitan urban and metropolitan per
capita incomes and the population growth projections for the five data
pPoints.

Y No-6

2/ C3

3/ As shown in Annex I-B, standard United Nations practices were used to convert GDP
to national personal income.

& By definition, the relative size of the target group gradually diminishes in this
scenario.
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This scenario tests the sensitivity of the need projections in =
the following two situations: (a) The relative share of national personal
income accruing to the target group grows at the rate of sectorial
population growth even though GDP grows at a faster pace,resulting in a
more skewed income distribution; or (b) The overall economy grows only at
the rate required to maintain existing real income levels in all sectors,
and the income distribvtion remains unchanged.

COMPUTER ANALYSIS

The main steps of the model used to estimate the need for basic -
shelter were programmed for computer processing. The computer program is presented
in the Annex to this report to permit easy recalculation if and when more adequate
sources become available. Figure 1 is a flow diagram showing the steps of the computer
program.

PROJECTIONS - ORDERS OF MAGNITUDEX
Changeslin the Relative Size of the Target Group

The target group was uniformly defined to comprise 85% of the rural and 70% of
the urban population in the base year (1975).

Table 1 shows that under the high national income growth scenario the target
group will shrink by the year 2000 to between 62% and 76% of the rural and between
43% and 58% of the urban population with an overall average of about 65% for the
entire region. Under the break-even scenario the target group maintains by defini-
tion its relative size by sector; however, because of rural-urban migration and the
estimated smaller relative size of the target group in urban areas, the overall size
of the target group would still shrink slightly, from about 76% in 1980 to 74% in
2000 under this scenario. Except for Costa Rica, under the low growth scenario the
relative size of the target group would dramatically increase to more than 80% of
the region's total population during the next 20 years.

PROJECTED TOTAL NEED

The total need for basic chelter in all five countries for the . .
20-year period ranges from $CA 11 billion under the high growth scenario (shrinking
relative size of the target group) to $CA 16 billion under the low growth scenario
(growing relative target group size) with $CA 14 billion under the break-even
scenario (stable relative size of the target group). Table 2 presents a summary of
these projections by country and sector.

Table 2 also shows that the need for basic shelter investment of
the population with householu incomes below the median will be much smaller, amount-
ing to approximately $CA 8 billion over the 20-year period, regardless of national
income growth scenario.c/

About 60% of the projected need is metropolitan, another 23%
non-metropolitan urban and only 17% rural. However, Guatemala's metropolitan share
embraces as much as 70% of that country's total need.

l/The projections are presented in full detail in Annex I-C.
g-/USAID assisted programs generally aim at the population with household incomes below

t+he median.



FIGURE 1
FLOW DIAGRAN OF THE COMPUTER PROGRAM
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TABLL 1
CENTRAL AMERICA

CHANGES IN THE RELATIVE SIZE OF THE TARGET GROUP
BY COUNTRY, SECTOR AND NATIONAL INCOME GROMTH SCENARIO

SOURCE: Annex I-D

NOTES:

1/Base Year estimates (Annex 1-B, Note 4)

2/Projection for 1980, based on base year estimates, projected GDP in
1980 and assumption of a stable income distribution

3/Projections for 2000 based on three national income qrowth/
distribution scenarios

1981 - 2000
COUNTRY AND TARGET GROUP HOUSEHOLDS AS A PERCENT OF ALL HOUSEHOLDS
SECTOR 19751/ 19803/ 2000!/
HI(H GROWTH BREAK-EVEN L.OW GROWTH
e — LSRR
COSTA RICA
Total 74 52 72 74
Rural 8s 80 62 80 a3
Non-Metropolitan Urban 70 67 47 67 0
Metropolitan 70 64 43 64 66
" EL SALVADOR
Total 78 60 76 83
Rural 85 84 66 84 86
Non-Metropolitan Urban 70 69 56 69 78
Metropolitan 70 67 46 67 7
GUATEMALA -
Total 6 66 74 84
Rural 8s 82 75 a2 ;]
Non-Metropolitan Urban 70 €6 5S 66 80
Metropolitan 70 66 57 66 8
HONDURAS
Total 76 66 74 a2
Rural 85 82 76 82 a7
Non-Metropolitan Urban 70 67 58 67 76
Hetropolitan 70 66 s7? 66 iy
- .NICARAGUA
Total 76 57 14 80
Rural 8s 83 65 83 a7
Non-Metropolitan Urban 70 68 45 68 76
Metropolitan 70 69 S7? 69 73

-OI-
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PROJECTED TOTAL INVESTHENT FOR BASIC SHELTER NEEDS

TABLE 2
CENTRAL AMERICA

BY COUNTRY, SECTOR AND NATIONAL INCOME GROWTH SCENARIO

1981 - 2000
1980 $CA HILLIONS

COUNTRY AND HIGH GROWTH BREAK-EVEN LOW GROWTH
TOTAL UP TO MEDIAN TOTAL UP TO MEDIAN TOTAL UP TO MEDIAN
SECTOR sCA ScA Y scA ‘- sca 1 sca cA 2
CENTRAL AMERICA - /
Total - 11,093.8 7,480.2 67 14,394.2 S 7,968.4 55 15,921.8 7.5%4.7 48
Rural 1.846.1 842.3 46 2,252.0 921.0 41 2, 300.0 871.5% 8
Non-Metrorolltan Urban 2,585.0 1,787.8 69 3,499.8 2,015.2 58 1,926.9 1.966.0 S0
Metropolitan 6,662.7 4,850.1 73 8,642.6 5,032.2 58 9,694.8 4,757.2 49
COSTA RICA .
Total 2,059.0 1,435.9 70 3,185.2 1,772.9 56 3,305.2 1,737.0 53
Rural 416.7 195.8 47 552.8 243.2 44 571.2 239.9 42
Non-Metropolitan Urban 521.9 354.9 68 830.9 448.7 54 847.7 440.8 52
Metropolitan 1,120.5 885.2 79 1,801.6 1,081.0 60 1.886.2 1,056.3 s6
EL SALVADOR
Total 1,406.5 1.0372.6 74 2,091.0 1,131.9 54 2,341.2 1,107.8 47
Rural 462.6 231.3 50 604.0 253.7 42 587.9 235.2 40
Hon-Metropolitan Urban 267.2 190.6 69 350.2 196.1 56 413.8 202.8 49
Metropolitan 676.6 615.7 91 1,136.8 682.1 60 1,379.,5 669.8 50
GUATEMALA
Total ° 5,119.2 1,4572.2 68 6.024.5 3,414.4 57 6,943.2 3,225.8 46
Rural 586.7 246.4 42 638.5 242.6 38 682.3 225.2 33
Non-Metropolitan Usban 950.8 703.6 24 1,195.6 741.9 62 1,448.8 738.9 51
Metropolitan 3,581.7 2,507.2 70 4,189.4 2,429.9 S8 4,812.1 2,261.7 47
HORDURAS
Total 1.473.0 907.5 62 1,707.8 890.2 52 1,883.1 806.2 43
Rural 195.0 80.0 a1 205.2 75.9 37 205.2 69.8 34
Non-Metropolitan Urban 531.9 335.1 63 596.2 3339 S6 633,13 297.7 47
Metropolitan 746.1 492.4 66 906.5 480.4 53 1,044.6 438.7 42
NICARAGUA
Total 1,03.1 642.0 62 1,385.7 759.0 56 1,449.1 712.9 50
Rural . . 185.1 84.8 48 251.5 105.6 q2 253.4 101.4 40
Non-Metropolitan Urban 313.2 203.6 65 525.9 294.5 56 583.3 285.8 49
Met:opolitan 537.8 3149.6 65 608.1 358.9 59 612.4 330.7 S4

SOURCE: Annex I-D
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NEW SHELTER AND UPGRADING

As shown in Table 3, about half the total target group will need shelter and
half upgrading programs over the analysis period. However, those in need of new
shelter (full need segment) would consume close to two-thirds of the total invest-
ment. In the metropolitan areas families in need of new shelter predominate,
encompassing 60% of the total target group and account for about 70% of the
need for investment. In both non-metropolitan urban and rural areas the house-
holds in need of upgrading (partial need segment) represent more than half the
target group with about 45% of the need. )

AVERAGE ANNUAL NEED DURING THE NEXT FIVE YEARS

Over the next five-year period the average need for basic shelter -
(under the break-even scenario) will amount to about $CA 600 million annually, again
with about two-thirds for new shelter and one-third for upgrading. ‘

As shown on Table 4, the projected yearly totals range from about $CA 60
million each for Honduras and Nicaragua to nearly $CA 100 milljon for E1 Salvador,
$CA 150 million for Costa Rica and $CA 240 million for Guatemala.
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TAELL 3
CENTRAL AMERICA

PROJECTED TOTAL INVESTHENT FOR BASIC SHELTER NEEDS
AND NUMBER OF HOUSEHOLDS TO FE SERVED
BY COUKTRY, SECTOR AND TYPE OF NEED
1381 - 2000
BREAK-LVEN SCE%ARIO
1980 $CA MILLIONS

COUNTRY AND

TOTAL NEW SHELTER UPGRADING
SECTOR I NUMBER OF INVESTMENT NUWER OF INVESTMENT NUMBER OF INVESTMENT
HOUSENOL. DG SCA midlians HOUSEIOLDS SCA millicns IHOUSEINLDS SCA millions
" arE—
CENTRAL AMERICA
Total 5,835,000 14, 395 2,933,000 9,281 2,904,000 5,114
Rural 3, 269,000 2,252 1,588,000 1,266 1,681,000 986
Non-Metropolitan Urban 1,058,000 3,500 452,000 1,834 606,000 1,666
Metropolitan 1,504,000 8,643 893,000 6,181 617,000 2,462
QDSTA RICA
Total 617,000 __3185 306,000 2,344 311,000 842
Rural 304,000 553 105,000 286 199,000 267
Non-Metropolitan Urban 110,000 811 61,000 591 49,000 240
Metropolitan 203,000 1,802 140,000 1,467 63,000 335
EL SALVADOR
Total 1, 337,000 2,091 701,000 1,497 636,000 594
Rural 850, 000 604 438,000 410 412,000 194
Non-Metropolitan Urban 206,000 350 82,000 199 124,000 151
Metropolitan 241,000 1,137 181,000 888 100,000 249
GUATEHALA
Total 2,145,000 6,025 1,094,000 4,685 1,052,000 1,31
Rural 1,248,000 6139 513,000 37N 735,000 267
Non-Metropelitan Urban 312,000 1,197 154,000 788 158,000 409
Metropolitan 585,000 4,189 427,000 3,826 159,000 663
HONDURAS
Total 1,046.000 1,708 499,000 372 ‘547,000 1,338
Rural 552,000 205 347,000 94 205,000 111
Non-Metropolitan Urban 245,000 596 71,000 101 174,000 495
Metropolitan 249,000 907 41,000 177 168,000 729
NICARAGUA
Total 690,000 1,386 333,000 38 358,000 1,004
Rural 315,000 252 185,000 105 130,000 147
Non-Metropolitan Urban 185,000 526 84,000 158 101,000 mn
Metropolitan | ] 190,000 608 64,000 123 127,000 486

SOURCE: Annex I-D
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PEOJLCTED AVERAGE ANNIAL INVESTMENT FOR BAS|C SHELTER HEEDS
AND HUMBER CF HOUSLHOLDS 10 BE SERVED
BY COUNTRY, SECTOR AND TYPE OF HEED
1981 - 1985
BREAK-EVEN SCENARIOQ
1980 $CA MILLIONS

COUNTRY AND TOTAL NEW SHELTER UPGRADING
SECTOR NUMRER OF INJESTMENT NUMBER OF INVESTMENT NUMBER OF INVESTMENT
HOUEENOLDs 1/ SCA millions HOUSEHOLDS 1/ SCA millions HOUSFHOLDS1/ SCA millions °
A —
CENTRAL AMERICA *
Total 259,500 609 - . 118,000 421 141,500 189
Rural 155,400 114 61,500 65 94,000 50
Hon-Metropolitan Urban 46,000 157 21,700 100 24, 300 56
Mectropolitan 58,000 3 34,800 256 32,300 83
COSTA RICA
Total 29, 300 152 13,800 106 15,500 47
Rural 16,200 13 6,200 19 2,900 15
Non-#etropolitan Urban 4,900 40 2,500 27 2,500 13
Metropolitan 8,200 8 . 5.100 60 3,100 19
EL SALVADOR
' Total 59,200 95 27,400 64 31,800 b))
— Rural 37,100 27 16,500 17 20,600 10
=S tion-Maetropolitan Urban 10, 200 19 4,000 1n 6,200 8
. Metropolatan 11,900 S0 6,900 36 5,000 13
GUATEMALA
Total 95,600 21319 43,000 168 52,600 71
Rural 60,600 32 23,800 18 36, 800 14
Hon-Metropolitan Urban 13,400 52 5.500 30 7,900 22
Metropolitan 21,600 155 13,700 120 7,900 35
HONDURAS
Total 45,700 66 20, 700 46 24,900 19
Rural 26,900 10 9,600 S 17,400 5
Hon-Metropolitan Urban 10,000 25 6,400 19 3,500 S
Metropolitan 8,800 31 4,700 22 4,000 9
RICARAGUA
Total 29,700 57 13,100 37 16,700 21
Rural 14,600 12 5,400 6 9,300 6
Non-Metropolitan Urban 7,500 21 3, 300 13 4,200 8
Metropolitan 7,500 24 4,400 lo 3,200 7
SQURCE: Annex 1-D
NOTES :
1/Rounded to nearest 100
e

S
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AFFORDABILITY OF BASIC SHELTER

The purpose of this part is to compare the projected average need
for a unit of basic shelter per income decile to the current average costs of the
components of a basic shelter bundle to determine just "how much" basic shelter an
investment matching the need could purchase. -

APPROACH
Definitions

The previous part defined in general the components of a basic shelter bundle.
As a basis for estimating costs these components are defined with more technical
specificity as follows:

The minimum size of a site in metropolitan areas is defined as 60 square méters
(five by twelve meters) and 84 square meters (seven by twelve meters) in non-
metropolitan areas. / Minimum lot size was not defined for rural areas.

A minimum service package includes the following elements:

(1) Site preparation, consisting of the necessary grading and retaining walls;
(2) A system of vehicular and pedestrian access meeting minimum requirements;
this includes in urban areas a paved access road, grave] streets with an
adequate drainage system and paved sidewalks, 1a1d out in a grid of about
110 by 150 meters and, between the streets, paved pedestrian access walks
on a three meter r1ght of-way with adequate storm drainage. For rural areas
minimum access requirements were not specified;

(3) A water supply system meeting minimum requirements; this consists of a
standpipe serving 20 to 30 homes in urban areas and in rural areas of any
safe water supply from a well or a piped system within reasonable walking
distance;

(4) A waste disposal system meeting minimum requirements defined in all areas
as a latrine for the exclusive use of the household;

(5) In urban areas street lighting every 65 meters.

A basfc unit covers 20 square meters (five by four meters), and consists of an
adequate foundacion, concrete block or brick walls with earthquake reinforcement, a
zinc roof with a backyard overhang to protect the laundry area, a cement floor, a
metal entrance door, a wooden pack door, two louvered aluminum windows and a laundry

stone (pila).
Service improvements constitute the following elements:

(1) A fully adequate water and waste disposal system including a piped water
and sanitary sewer connection to the site and installation c¢f three out-
lets in the unit (flush toilet, shower and laundry stone/sink);

(2) Electricity service including the connection to the lot, meter and meter
base and interior wiring with one overhead light fixture and one conve-
nience outlet; and

l-/Local housing officials contacted in the five countries agreed that sites in non-
metropolitan urban areas should have at lTeast 84 square meters.
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(3) Improvement of vehicular access including street pavement.

Bedrooms of minimum siza were defined as measuring twelve square meters
(three by four meters), with the same structural specifications as the basic unit,
one wooden door, one window and light fixture plus convenience outlet.

Further additions and improvements were defined only for urban areas and
include the following:

(1) In metropolitan areas the differential between a 60 square meter and
an 84 square meter site, including the additional infrastructure costs.
(In non-metropolitan urban areas the minimum site area already measures
84 square meters);

(2) A third bedroom or a rental room measuring 20 square meters, and
consisting of the same elements as the basic unit plus plumbing and

wiring.

The following additional terms denote two main levels or standards of basic
shelter:

(1) The low minimum level of basic shelter was defined for rural areas to
include a site and a minimum rural service package, excluding a basic
unit. Typically, rural dwellings in Central America are still built
by the members of the household with locally available non-cash materials;
the rural full minimum level includes, in addition, a basic unit.

In urban areas the minimum level was defined to include security of
tenure on a site of minimum size, a minimum urban service package and
the materials for a basic unit;l/

(2) The advanced level/two bedrooms of basic shelter, includes in addition
to the minimum level components, labor for the basic unit, service
{mprovements and two bedrooms.l/

The advanced level/three bedrooms was considered only for urban areas.
It includes an additional bedroom (or rental room) and, in metropolitan
areas, a larger site,

ASSUMPTIONS

Two assumptions were made to analyze the affordability of basic shelter
upgrading cists for households in the partial need segment of the target group.

First the need for water, waste disposal and electricity service among those
in need of upgrading programs had to be estimated. Housing census data on the share
of the total housing inventory with difierent levels of water and waste disposal
service as well as electricity are not cross-referenced. Census data do not allow
measurement of the share of the housing inventory that satisfies certain water,
sewer and electricity service criteria in the same unit. To permit such aggregate

l-/In the case of upgrading programs a small home improvement loan.
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estimates of service it was assumed that the availability of each type of service
originates with the most prosperous households. This assumption implies that the
cumulative lack of services is concentrated at the lower end of the income
distribution, a situation that appears sufficiently plausible even on the basis
of impressionistic evidence. Annex IV presents the approach used for these
estimates.

A second assumption was that, since a growing share of the urban target
group lives in squatter settlements and illegal subdivisions lacking infrastructure
improvements, the costs of improved vehicular and pedestrian access and storm
drainage to urban households are equivalent to those of providing an access system
to families in full need of new shelter.l/

METHOD FOR ANALYZING AFFORDABILITY

The method used to analyze the affordability of basic shelter contains four
main steps:

First, the average costs of the individual components of the basic shelter
bundle were estimated by country and sector. This step is documented in Annex III.

Second, the average investment needed for upgrading was estimated by decile
for households in the partial need segment. This step is documented in Annex IV.

Third, the cumulative cost of the components of the basic shelter bundle is
compared to the average effective demand Of the households in need of new shelter
per decile of the income distribution to determine how much basic shelter the
average household in each decile can afford. This step is documented in Annex V.

Fourth, the estimated average investment needed for upgrading by decile
(Step 2) is compared to the average need of the households in need of
upgrading by decile to determine how much basic shelter upgrading the average
household in each decile can afford. This step is documented in Annex VI.

DATA SOURCES

The most useful source information on supply costs were interviews with
knowl edgeable public and private officials in the five countries. Typically, the
information obtained at these interviews was based on specific active or recent
projects.

AFFORDABILITY
New Shelter

Annex V shows the cumulative bundle of basic shelter components that the
average household in each decile is estimated to be able to afford under each
national income growth scenario in 1990. Figure 2 illustrates the results of this
analysis under the break-even scenario for eacn country and Table 5 presents a
summary of the share of the population that is able to afford the different levels
of basic shelter defined for this study.

l/This assumption leads to an overestimation of the upgrading needs of existing
target group housing with adequate vehicular and pedestrian access.
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Rural

Under the break-even scenario of national income growth between 70%
(Honduras) and 100% (Costa Rica) of the rural population can afford a minimum
basic shelter packuge without a basic unit. The results in the high and Tow
growth scenarios are practically identical.

Expectedly, only a small share of the rural population can afford to
buy a sm:11 house (basic unit) in addition to the minimum service package. With
the exception of Costa Rica only 10% or 20% of the rural popuiation in Central
~America can afford a minimum basic shelter package that includes this component,

Non-Metropolitan Urban

Although the information on the average cost of supplying basic shelter
components in non-metropolitan urban areas appears more reliable than the general
estimates for rural areas, it must be interpreted cautiously. There are great
differences between such urban areas, ranging from tiny towns to cities with
50,000 to 100,000 inhabitants and from stagnant mountain places to dynamic agro-
industrial centers in the coastal regions.

With this qualification the summary results are presented in Figure 2 and
Table 5 as an indication of the order of magnitude of the basic shelter that
average non-metropolitan urban households can afford to buy by income group.

Under the break-even scenario the share of the population able to afford
the minimum level of basic shelter ranges from 80% to 90% in all countries except
E1 Salvador. -

The analysis sustains the important conclusion that between 70% and 90% of
the non-metropolitan urban population can afford a complete minimum level basic
shelter solution,

Metropolitan

The summary in Table 5 reveals that 90% of the metropolitan population in
all five countries under all three national income growth scenarios can afford a
basic shelter package meeting the minimum Tevel used in this study (security of
tenure on a site of 60 square meters, adequate vehicular and pedestrian access
including paved walkways and storm drainage ditches and street lighting, safe
piped water within about 50 meter walking distance, a latrine_for exclusive use
of the dwelling and at least the materials for a basic unit.)l/

l-/It should be noted that, with the exception of families in the second decile in
Honduras and Nicaragua under the low growth scenario, these households can also
afford the labor for the basic unit and most of them additional components such as
water and sewer service to the site,



COUNTRY AND SECTOR

PERCENT OF HOUSEHOLDS ABLE TO AFFORD
AN AND ADVANCED BASIC SHELTER

TABLE S
CENTRAL NMERICA

BY COUNTRY, SECTOR AND NATIONAL INCOME GROFIH SCENARIQ

MIRINUM BASIC SHELTER

1990

ADVANCED BASIC SHELTER

WITIOUT BASIC UNIT WITit BASIC UNIT 2 BIDROOMS 3 srDROMS
{RURAL ONLY) (URRAN ONLY)
SCENARIO SCENARIO SCENARIO SCEMARIO
BIGH HREAK-EVEN 1 0% HIGH NREAK-FVES # HIGH BREAX-FVEN [Ea ) HICGH RRFAK-FVEN LOW
— — —

COSTA RICA

Rural 100 100 100 80 70 70 . 20 20

Non-Metropolitan Urban 90 90 90 80 80 70 70 6n (3]

Metrojolitan 99 90 b ] 80 80 no 80 10 70
EL SALVADOR

Rural 90 S0 90 o 20 20 . . 3

Nun-Mctropolitan Urban 90 70 ™ 40 . . . * .

Metropolitan [T+ 90 90 80 7 60 60 50 50
GUATFMALA

Rural 80 80 a0 . 20 20 . . L]

Kon-Metrogolitan Urbaun 20 90 90 60 S0 S0 S0 40 40

Metropolitan 90 90 90 70 70 60 60 60 50
HONDURAS

Rural 710 70 60 . . . e . .

Hun-Mctropolitan Urban HO 60 80 S0 S0 40 40 40 30

Metrogoolitan <0 90 90 60 60 S0 sn 50 29
NICARAGUA

Rural 90 90 90 20 20 . - - -

Non-Metropolitan Urban 90 80 80 &0 60 40 40 30 30

Metropoiitan 90 90 90 60 50 40 30 20 30

SOURCE: Annex V

® This solution is only atforded by houschalds with
incames abuve the levcls used for the target aroup.

-vz-



- 25 -

A shelter package satisfying an advanced basic shelter Tevel with two bedrooms
is within the reach of 60% of the metropolitan population in Honduras and Nicaragua,
70% of the residents of metropolitan Guatemala City and 80% of the residents of
metropolitan San Jose, Costa Rica and San Salvador under the high national income
growth scenario. Under the break-even scenario the share of these households would
drop by 10% in only two countries (E1 Salvador and Nicaragua) and under the low
growth scenario by 10% in another two countries (Guatemala and Honduras) and by an
additional 10% in E1 Salvador.

UPGRADING

Annex VI relates the estimated cost, by income group, of providing basic
shelter components to households in need of upgrading to the estimated
need by income group.

In urban areas in several countries the share of the population able to
afford a minimum updrading package was somewhat smaller than the corresponding share
of the population able to afford a new minimum standard basic shelter solution. Such
differences may indicate that the cost of more centrally located existing housing is
often relatively high, even if it lacks essential services.

CONCLUSION

The need for basic shelter estimated in the previous part of_this. :
report suffices to provide the following levels of unsubsidized shelter in the five

Central American countries:

(1) Between 70% (Honduras) and 100% (Costa Rica) of all rural households can
afford a minimum service package including a safe water supply system
within reasonable walking distance and a private latrine. Sixty percent
of Costa Rica's rural households but only 20% of the rural households in
the other countries can also afford a basic unsubsidized unit.

(2) Provided a minimum lot size of 60 M2 is used in all urban areas (not only
in metropolitan areas where small lots have become more widely accepted)
between 80% (E1 Salvador, non-metropolitan urban areas) and 90% (all other
urban areas) of Central America's urban population can afford an unsubsi-
dized minimum shelter package consisting of a site, site preparation and
retaining walls, adequate vehicular and pedestrian access, storm drainage,
street lighting, piped water within short walking distance, a latrine for
the exclusive use of the household and a basic unit of 20 M2, With the
exception of non-metropolitan urban areas in E1 Salvador, between 50%
(Nicaragua) and 80% (Costa Rica) of the urban population can afford a more
advanced basic shelter solution including, in addition to the minimum
components, street pavement, water, sewer and electricity service to the
site, plumbing and wiring in the house and two bedrooms.

(3) The effects of significantly different rates of national income growth on
affordability are relatively insignificant.

ANALYSIS OF THE INVESTMENT NEEDED FOR BASIC SHELTER

This final part of the report analyzes the projected orders of magnitude of
an investment in basic shelter in relation to the size of the economy of the five
countries and their current levels of housing investment,



- 26 =

BASIC SHELTER INVESTMENT NEEDS AS A SHARE OF GROSS DOMESTIC PRODUCT

The projected need for investment in basic shelter will require
an average share of 2.4% of the region's Gross Domestic Product if current levels
of real personal per capita income are maintained during the next twenty years
(break-even scenario of national income growth and income distribution). The share
of Gross Domestic Product will range from about 2% in E1 Salvador and Honduras to
about 2.5% in Costa Rica and Nicaragua and 2.7% in Guatemala.

If national income in the region grows at a low average rate for the rest of
__the century the need for basic shelter would require a larger piece of
" "a smaller pie, -averaging 3% for the region. Conversely, if national income grows at
a high rate and the current income distributions are maintained, the share of Gross
Domestic Product required for basic shelter would be as low as 1.6%. Table 6

summarfzes this analysis.

PROJECTED BASIC SHELTER INVESTMENT IN RELATION TO LEVELS OF CURRENT HOUSING
INVESTMENT o

In order to explore the ease or difficulty which the five nations are likely
to experience in meeting the projected basic shelter investment needs, current levels
of housing investment were examined and compared to projections of future investment
levels required to cover the need for basic shelter as well as maintain '
Cﬂr;ent levels of investment for the higher income groups that do not need basic =~
shelter.

CURRENT LEVELS OF HOUSING INVESTMENT

Available information on housing investment in Central America is somewhat
fragmentary and incomplete.

However, household income data was compared to the reported costs of the
housing solutions produced and/or financed by the various public and private agencies
reporting housing investment in each country. Thusly, the total levels of current
housing investment were disaggregated for the target group as well as for higher
income groups.
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GDP GROWTH SCENARIO

BREAK-EVEN

HIGH

SOURCE: Annex VII

TABLE 6
CEHTRAL AMERICA

PROJECTED TOTAL INVESTMENT
10 MEET BASIC SHELTER HEEDS

AS A PERCENT OF GROSS DOMESTIC PRODUCT

COSTA RICA EL SALVADOR

CENTRAL AMERICA

GUATEMALA

HONDURAS

NICARAGUA
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Table 7 summarizes the most recent data on housing investment in the five
countries, broken down by target group and investment for higher income groups.
Annex VIII presents a detailed, annotated 1ist of the sources.

In constant 1980 value, annual housing investment ranged from $CA 27 million
in Honduras to $CA 51 million in Nicaragua, gCA 83 million in E1 Salvador, $CA 135
million in Costa Rica and about $CA 160 million in Guatemala, totaling nearly $CA
460 million in the region.

Overall, the target group has received less than one-third of this total
investment, ranging from about 12% in E1 Salvador and Nicaragua to 34% in Honduras
and 42% in Costa Rica and Guatemala.

The latest reported housing investment averaged 2.6% of Gross Domestic
Product in the region with a range of 1.5% in Honduras to 2.1% in Guatemala, 2.7%
in E1 Salvador, 3.4% in Nicaragua and 3.9% in Costa Rica.

PROJECTED HOUSING INVESTMENT NEEDS COMPARED TO CURRENT HOUSING INVESTMENT
LEVELS

Total housing investment needs for the next twenty years were estimated as
the sum of the share of Gross Domestic Product currently expended for housing for
higher income groups and the GDP share required to meet the need for. T
basic shelter investment by the target group. Table 8 presents the results. -

The additional share of Gross Domestic Product required to meet total
investment in housing averages 1.6% for the region, ranging from .8% in Costa Rica
to 1.6% in E1 Salvador and Honduras, 1.8% in Guatemala and 2.1% in Nicaragua.l

Although the additional share of GDP to be devoted to housing is modest and
appears clearly within the resource constraints of the five Central American countries,
the existing housing investment in the region will have to be significantly increased
to meet the full shelter needs of the poorest 75% of the populace. Table
8 shows an average increase in housing investment over present levels of about 60%
with wide differences among the five countries, ranging from a modest 20% increase
in Costa Rica to a more than 100% increase in Honduras.

ORDER OF MAGNITUDE OF AN AVERAGE ANNUAL SUBSIDY ENABLING ALL HOUSEHOLDS TO
AFFORD THE FULL CO.. OF MINIMUM LEVEL BASIC SHELTER

The previous chapter concluded that close to 90% of Central America's
population can afford minimum level basic shelter. The purpose of this last
section is to analyze the order of magnitude of a subsidy that would permit those

l/Ehurchi'l'l estimated that worldwide a .8% increase in the share of GDP devoted to
housing would suffice to meet basic shelter investment needs. If Churchill's
narrow target group definition (population below the poverty threshold) was applied
to the analysis and data sources of this study the additional GDP share needed for
basic shelter in Central America would be substantially lower than .8%, thus clearly
supporting the conclusion of his paper that meeting basic shelter investment needs
is well within the resource constraints of most developing countries.
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INCONE GROUP AND SOURCE (PUBLIC/FRIVATE)

TABLE 7
CENTRAL AMERICA

PRESENT ANHUAL INVESTMENT IN HOUSING
BY INCOME GROUP AND SEURCE
IN 1980 $CA MILLIONS AND

AS A PERCENT OF GROSS DOMESTIC PKODUCT

CENTRAL. AMERICA COSTA RICA EL SALVADOR GUATIMALA HONDURAS NICARAGUR
s or s ar s or s . or . or
AMOUNT Ghp AMOUNT GOy ANUNT COP MNIOUNT e NAOUNT GOPr ANCUNT GO
]
Total Present Annual Investment in tlousing
(1978/1979) 1/
Totsl 455.A 2.6 13¢.9 3.9 83,3 2.7 159.) 2.1 22.4 1.5 S1.3 3.4
Public 62.) 1.a 51.9 .7
Private 2.2 2.1 107.1) 1.4
Presant Annual Investment in Iousing for
the Target Group *
Total 149.4 -. 56.0 1.6 11.9 -4 66.0 -9 9.4 3 6.1 ]
Public 32.4 .9 52.0 .7
Private 2.6 .7 14.0 .2
Present Annual Investsent in Housing for
Nigher Income Groups
Total 106, 4 1.m m.s 2.3 1.4 2.) 9.9 1.2 18.0 1.0 5.3 3.0
Public 29.9 .9 o
Frivate 48,6 1.4 1. 1.2

SOURCE: Annex VIIl

1/The most recent information for Nicaragua is for 1974,
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TABLE 8
CENTRAL ANMERICA

COMPARISON OF PRESENT INVESTMENT IN HOUSING
AND PROJECTED TOTAL ANMRIAL INVESTMENT NEENFD
BY INCOHE GROUP IN 1980 $CA MILLIONS AND
AS A PERCENT OF GROSS DOMESTIC PRODUCT

CEMTRAL ANERICA

A. Present Annual Investment in Housing
(1978/1979)1/

1. Total
2. Tarqst Group
3. Migher Income Groups

B. Total Investment Requlrcd for the 1981-2000
Period

1. Total
2. Target Group
3. Higher Income Groups

C. Required Increased Share of GDP for Housing
Investeent?/

i. Total
2. Target Group
3. tilyher Income Groups

D. Required Increase 1n llousing Investment over
Present lavels

SQURCE: Annex VIII

WMOTES:

1/The most recent information for Nicaraqua is for 1974.
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unable to afford the full cost of minimum level basic shelter to purchase a minimum
shelter solution.

Table 9 presents the results of this analysis for 1990, the midpoint of the analysis
period. Overall, a subsidy of less than $CA 30 million a year will enable the paor
to afford minimum level solutions. This subsidy would average one-tenth of one
percent of Gross Domestic Product for the region,l/ ranging from .04% in Costa Rica
to .14% in E1 Salvador.

1/
“Break-even Scenario
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TABLE 9
CENTRAL AHERICA

ESTIMATED NEED FOR AN AVERAGE AHNUAL SUBSIDY
ENAELING ALL HOUSCHOLDS TO AFFORD
THE FULL COST OF MINIMUN LEVEL BASIC SHELTER
1990
1380 $CA MILLIONS

S5ECTOR CENTRAL AMLRICA COSTA RICA EL SALVADOR GUATEMALA HONDURAS NICARAGUA
\oF \F \ or s ar A} . or
AMOUNT oP ANCRINT [re]Md AMOUNT cor ASCGUNT cor AMNUNT e AUNT Gor
. R
TOTAL 28,149 .10 2.778 .04 4.639 .09 12. 418 .11 5.643 14 2.674 .10
RURAL 4.822 .02 0.000 .00 .96% .02 2.010 .02 1.558 .04 285 .02
NOM-METROOLITAN URHAN 9.014 .04 1.285 .02 2.119 .04 2.856 .02 2.312 .06 1.242 .04
METROPOLITAN 11.511% .04 1.453 .02 1.551 .03 7.544 .07 1.77) .04 1.147 .04

SOURCE: Annex IX
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